PM-USA 1990?1994 
FIVE YEAR RLAN 
SEA ISLAND PRESENTATION 
APRIL 27,1990 


Good morning, 

Let me start the review of PM-USA's 1990-94 Five 
Year Plan by taking a few minutes to look back at the 
last five years. 


The business developments of the past five years 
and the environment in which we managed to grow 
serve as the base not only for pur plan objectives, but 
also the confidence we have in delivering them. 


Ill 


2071966213-A 


Source: https://www.industrydocuments.ucsf.edu/docs/xxln0004 


V slert&ibVj 




The last five years have increasingly brought to the 
fore a series of issues affecting our industry and 
company which will, to varying degrees, remain with 


us into the future. These include: 

• Federal excise tax increase 

• Higher state excise taxes 

• Smoker health controversy 

• Non-smoker health con troversy 

• Tobacco litigation 

• Multiple price tiers 

• Government regulations 

• Anti-cigarette activism 


Decline in smoking consumption and 
incidence and, through all this, 


• Significant competition. 


Despite them, PM-USA, from 1984 through 1989 
increased volume 8.0 billion units while industry 
volume declined 76 billion. Our market share grew 6.6 
share points to 41.9 percent. Our operating income 
grew to 3.6 billion dollars in 1989 from 1.7 billion 
dollars in 1984. And our cumulative after tax cash flow 
totalled 8 billion dollars. 
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The reasons for these results are many, including: 
consistent marketing emphasis, quality products, 
intelligent investment programs, a dedicated work 
force and an industry which works together when it 
needs to. 

No matter what the industry size is, our job is to 
produce and sell an ever greater share of it and 
generate significant income and cash flow. We 
understand that the cigarette industry is an attractive 
business that deserves investment for the support of 
new brand ideas and manufacturing efficiency. 
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Our people understand that In spite of the 
frustrations and pressures, we could be working in 
less attractive industries such as airlines, Savings & 
Loans, various leveraged buy-outs or even New York 
City newspapers. 

And so, while the issues of the past five years will 
stay with us into the future and will rise and fall in 
significance and effect, and while there will surely be 
new challenges with which we have to deal, we have 
confidence that we will accomplish our plans. 

Pause 
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PM-USA's primary business objectives for the next 
five years are: 

* A unit volume increase of 14.7 billion, 
reaching 234.2 billion units in 1994. 

• Accelerate our market share growth. A 9 
share point gain over the next five years to 

50.9 percent is planned. 

• Operating income growth averaging 14.1 
percent per year, reaching 7 billion dollars 
in 1994. 

* And cumulative after-tax cash flow totalling 

15.9 billion dollars over the next five years. 
This is almost double the 8 billion dollars 
generated during the last five years. 
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These objectives are basically in line with last 
year’s Plan and will be achieved despite a continuing 
decline in industry volume. We project the industry to 
decline 63.5 billion units to 460.1 billion in 1994. This 
three percent annua! decline is due to several factors: 

• The reduced social acceptability of 
smoking, fueled by the 
environmental tobacco smoke 
controversy. 

• Increased smoking restrictions. In 1989, 
laws restricting smoking in public places 
were proposed in 43 states and enacted in 
11. Numerous work places also imposed 
various restrictions. 

• Higher retail prices. Full margin retail pack 
prices before promotions are projected to 
reach an average of two dollars and fifty cents 
in 1994. This increase is partially due to 
growing state excise taxes. 
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• And unfavorable demographic trends. 

While the overall smoking age population is 
expected to increase, the number of young 
adult smokers will decline, and more of the 
smoking age population will be in groups 
where incidence and consumption have 
historically declined. , 

However, the industry’s ^discount category will 
increase nearly 19 billion units, or 24 percent, to at 
least 97 billion in 1994. Its market share will reach at 
least 21 percent of total industry volume, and quite 
possibly more, up from 14.9 percent in 1989. This 
projection includes a third price tier, which emerged in 
January 1989 with Liggett’s introduction of Pyramid, 
as well as so called "black and whites”. 



2071966219 


Source: https://www.industrydocuments.ucsf.edu/docs/xxln0004 


2071966219 




Within this environment, we plan to widen our 
competitive advantage. We are well positioned to 
enjoy further growth by capitalizing on numerous 
strengths including: 

• Marlboro, the industry’s leading brand 

• A number of strong brand images 

• A demographic profile which skews to 
younger groups of consumers 

• The industry's largest and most effective 
sales force, 

• A commitment to enhance our brands’ 
retail visibility, 

• A willingness to invest resources, and 

• Vast organizational capabilities in a number of 
functional areas. 
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Our operating plans are aimed to: 

• Gain volume and market share 

• Grow income and cash flow, and 

• Protect the rights of smokers and 
manufacturers. 

First, volume and market share. As I mentioned, 
we project volume growth of 14.7 billion units, while 
our competitors will lose a total of 78.2 billion units. 

I should note that a total of 234.2 billion units is 
used to project our financial performance. Individual 
brand volume targets actually exceed this total. We 
decided to set brand volumes high to keep our 
organization focused on aggressive goals. 
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Volume growth will emanate from the following 
strategies: 

• Protecting, insulating and growing 
Marlboro 

• Minimizing the decline of our other full 
margin brands - Benson & Hedges, Merit 
and Virginia Slims 

• Increasing our penetration of the discount 
category 

• Introducing technologically advanced new 
products, and 

• Improving the availability and visibility of 
our brands at retail. 
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We aim to achieve a 51 percent market share in 
1994, versus 42 percent last year. Our share of the 
full margin category will be over 56 percent, up from 
45 percent in 1989, while our share of the discount 
category will grow from 23 share points in 1989 to 40 
in 1994. 


Secondly, our income strategies. These include 
price increases, cost efficiencies, and overhead 
control, in addition to volume growth. The plan 
assumes that we will continue to enjoy pricing 
flexibility over the next five years. We project annual 
price increases at the current annual rate of 5 dollars 
per thousand cigarettes in each of the first three years 
of the plan, rising to 6 dollars in each of 1993 and 
1994. 
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Coupled with projected average annual increases 
of 8 percent in state excise taxes, this pricing scenario 
will increase the retail price of cigarettes by an 
average of 9.5 percent per year for full margin brands 
and by 11.2 percent per year for discount brands. The 
national average full margin retail pack price will reach 
$2.50 in 1994, up from a 1989 cost of $1.59. In 1984, 
a pack of cigarettes cost $1.07. 

Several points should be made about pricing. 
First, projected annual percentage increases are 
lower than increases taken in 1988 and 1989. 
Second, our analysis indicates that by 1992-3, several 
of our competitors might actually want to take higher 
pricing actions. Third, while the average price of $2.50 
in 1994 seems high, it is lower than today's cost of 
cigarettes in a number of European countries. 
However, in fairness, an average does not tell the 
whole story because, in fact, already today pack 
prices are in the range of $2.50 in some places. And 
lastly with the growth of the discount segment, the 
weighted average per pack selling price will be around 
$2.45 in 1994. The price paid is also often mitigated 
by couponing. I should further note here that we are 
not assuming any increase in the Federal Excise Tax 
over today's level. 
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Cost efficiencies are an important part of our 
income gains. Productivity savings will total over $450 
million during the plan period, expressed in 1989 
constant dollars. 

Thirdly, is our basic need to protect our business. 
Using a combination of direct lobbying, public relations 
and media activity, as well as the cultivation of allies, 
we will work to preserve smokers rights as well as our 
freedom to market. 

Pause 

Let me now deal specifically with our marketing 
plans. We will maintain our marketing emphasis over 
the next five years. With brands in every market 
category, we plan to remain an aggressive marketer, 
with marketing investments increasing an average of 
12 percent per year. Our marketing objective is to 
provide the optimal mix of image advertising, 
consumer promotions, retail presence and product 
offerings within each market segment. 
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While we continue to strongly believe in advertising 
and the role of strong brand imagery, we will seek to 
extend these at retail, supported by expanded 
promotional programs and retail presence. 
Consumer promotion spending will grow steadily over 
the next five years, surpassing image advertising 
expenditures during the plan period. 

Pause 

Our absolute top priority over the plan period is to 
expand Marlboro’s leadership position and to protect 
its full price margins. In 1989, Marlboro’s market 
share increased 1.5 share points to 26.4 percent of the 
industry. Over the plan period, Marlboro will grow an 
additional 4.5 share points to 30.9 percent share in 
1994. However, volume growth will be modest as the 
brand captures a greater share of the declining 
industry. 
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Marlboro’s existing business will be protected 
through strong image reinforcement and expanded 
value added promotions. New Marlboro business will 
come from Marlboro Lights growth, a possible ultra 
lights line extension and regional marketing support 
for Marlboro Menthol. 

More specifically, we will: 

• Support Marlboro Country advertising 
with increased budgets 

• Promotions, such as auto racing and media 
delivered promotions, will be used to interrupt 
the base campaign and help keep the 
Marlboro image fresh and contemporary 

• More frequent Innovative promotions will be 
offered with high value to the consumer 

• Product availability and visibility at retail 
will be increased through package 
merchandising in supermarkets and 
convenience/gas stores. 
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Since mid 1989, we have been testing the possible 
extension of Marlboro with Marlboro Ultra Lights. We 
are now studying the test results to determine the 
impact on Marlboro’s other packings, particularly 
Marlboro Lights, before determining the 
appropriateness of a national launch early in the plan 
period. 


I'd like to turn now to our other full margin brands, 
with specific focus on Benson & Hedges, Merit and 
Virginia Slims. 

These three brands in 1989 had revenues of 2 1/2 
billion dollars, which would place them, as a company, 
176th on the Fortune 500 list. Their marginal 
contribution in 1989 totalled $1.6 billion. They are big 
and they are important. 

However, since 1984, they have lost 13.3 billion 
units, an annual average decline of 4.1%, mainly due 
to: 


• An aging demographic profile and 

• Growth of the discount category. 
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In terms of demographics, B&H, Merit and Virginia 
Slims have experienced a steady erosion in their 
young adult smoker base. In 1984, they enjoyed a 
combined share of nearly 14% of the under age 25 
adult smoker category. Today their share of this age 
group is 7%. 

Further, only 9% of 100mm smokers are young 
adults while 80% of the three brands' volume is in 
100mm length. And even though they enjoyed growth 
in their ultra low tar versions, young adult smokers do 
not choose ultra low tar cigarettes to any significant 
degree. 

The net effect has been to substantially age the 
smoker base of the three brands. 
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This, in turn, make them vulnerable to higher 
quitting rates and to inroads by the discount category, 
which appeals primarily to older smokers. In fact, of 
the smokers who left B&H and Merit last year, 20% 
went to discount brands, compared to a discount 
category market share of 15%, 

Our primary objective for our full margin brands is to 
preserve market share and full price margins while 
promoting a larger percentage of our volume, this 
implies that we accept unit volume decline for these 
brands in line with market decline, but not in excess of 
it. Converting them to price brands is very 
unattractive; the marginal contribution for these three 
brands between full margins and discount margins is 
over $600 million a year. 
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Our strategies to achieve our objectives include: 


Strong, contemporary image advertising 
to provide a value added reason to 
purchase the product. Merit and Virginia 
Slims are now in effect, while new 
advertising for Benson & Hedges will 
appear this fall. 

Updated packaging to reinforce the 
brands’ quality images. 

Increased use of promotion to hold price 
sensitive smokers to up to 10% of 
volume. 

Added emphasis on regional marketing to 
defend current geographic strengths. 

Possible line extensions to attract new 
smokers, such as Superslims. 
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To some degree, Marlboro's 59% share of young 
adult smokers makes it improbable that our other full 
margin brands can generate high shares in this 
important group. We must, however, increase our 
efforts in this direction while defending our franchise 
among smokers above age 25. 

Pause 

The discount category is now a decade old, since 
first introduced in 1980 by Liggett with black and white 
generic cigarettes. It was a classic case of a small 
participant in an industry, with over capacity and easy 
market access, seeking survival in price competition. 

This brought about a profound change in the industry. 

Since that time, the category has evolved into one 
comprising several product types marketed in different 
prices tiers by different competitors. While we still 
have black and whites, the discount category is now 
dominated by so-called branded generics, initiated by 
R.J. Reynolds in 1984 with the repositioning of Doral. 

These products, which sell at a higher price and are 
sometimes marketed using image-based advertising 
and consumer promotions, offer higher margins to 
manufacturers than pure generics. 
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Most recently, Liggett once again created a new, 
lower price level - which we call sub-generics - with 
the introduction of Pyramid. Lower priced cigarettes 
are clearly now the most dynamic part of the industry, 
and will remain so during the life of this plan. 

In 1989, this segment accounted for 15 percent of 
industry volume, selling 78 billion units, more than 
double its 1984 level. The industry declined 76 billion 
units during this same time period. Last year alone, 36 
new packings were introduced into this segment, 
bringing the total number to 147. The category's 
volume is forecasted to increase at least 24 percent to 
97 billion units and its market share to at least 21 
percent by 1994. 

Interestingly, segment profitability has increased 
along with its volume growth. Since 1986, branded 
generics' marginal contribution has increased from 
$4.25 to almost $22 per thousand. This margin is 
equal to that of Marlboro just three years ago. 
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Philip Morris was not an early participant in the 
category. As its share grew, we entered in 1985, with 
the introduction of Players 25's. The next year, we 
repositioned Cambridge and introduced Famous 
Value Brands, our black and white entry. By 1986, we 
had a 12 percent share of the category compared with 
34 percent for R.J. Reynolds. Since then, we have 
repositioned Alpine in 1988 and, most recently, we 
introduced Bristol into the fast developing sub-generic 
markets. We now are well positioned within all 
discount tiers, and our strategy for the next five years 
is to actively participate in all existing price tiers within 
the current discount category, as well as in any new 
tiers which may emerge. Clearly we must do so in 
order to maintain our competitive position and achieve 
our unit volume growth targets. 
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Our share of the category is already 23 percent, 
and the differential with R.J. Reynolds narrowed by 8 
share points in 1989. Our discount volume increased 
to 18 billion units - on the strength of Cambridge and 
Alpine. Our discount volume is projected to more than 
double - reaching 38.6 billion units in 1994. We have 
the clear objective to grow our share of this segment to 
40 percent. 

We plan to do this through a five-fold strategy: 

First, strong brand images will be built for our 
major entries through advertising. Such a campaign is 
currently being developed for Cambridge, while 
Alpine's "Refresh for Less" campaign will be 
continued. These images will create a big brand 
feeling for consumers who are motivated by more than 
just low price. 

Second, we will be competitive, match - and as 
appropriate lead - coupons offered as additional price 
incentives on brands in the category. 
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Thirdly, high profile retail promotions, such as 
Cambridge's Bag-lt promotion, will be offered to gain 
distribution and support these brand images. We are 
also launching a new, volume-based merchandising 
program aimed specifically at gaining distribution in 
high volume outlets. We are targeting at least 3500 
such outlets. 

Fourth, we plan to introduce new brand names into 
the category, as opposed to repositioning existing full 
margin brands like our competitors have done with 
Viceroy and Lucky Strike. As I mentioned earlier, we 
see no reason to give up the profitability of other full 
margin brands. 

As part of this strategy, we are currently testing 
Bucks, a full flavor image oriented to smokers under 
age 25. If successful, we intend to launch the brand 
nationally at an early opportunity. Other new discount 
brands are under consideration and, are projected to 
contribute 7.2 billion units to our volume by 1994. 
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Finally, the growing sub-generic tier. This segment 
was initiated in January of ’89 by Liggett in a repeat 
performance of their 1980 initiation of the low price 
segment. Within the same year, we introduced Bristol 
into this tier. We will pursue this subsegment and plan 
to expand Bristol into 26 new markets by the end of 
this month, as well as maintain our own offering of 
black and white packaged products. 

The discount category is a fact of life. We will 
actively participate in it -- not only to achieve unit 
volume growth, but greater profitability as well. By 
1994, we project that marginal contributions on 
branded generics will increase to $40.79 per 
thousand. We expect 1.2 billion dollars in marginal 
contribution from the category in 1994. 

Pause 
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Let me now deal with new products. As in the past, 
new products will constitute an important part of our 
future portfolio. 25.6 billion units, or 11.7 percent, of 
our 1989 volume were from brands and packings 
which did not exist in 1984. Over the plan period, new 
products will continue to play a role in achieving our 
volume objectives, contributing almost 22 billion units 
to our 1994 sales. 

We will step up our efforts on exciting new product 
concepts to capitalize on new opportunities. Our new 
products strategy falls into three broad categories: 

• Line extensions 

• Marketing driven free-standing brands, and 

• Technologically driven free-standing brands. 
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Strategically intelligent and well executed line 
extensions will continue to generate incremental 
volume or protect brand franchises. During the plan 
period, we will evaluate line extensions for both our full 
margin and discount brands. I already mentioned the 
Marlboro Ultra Lights test and the Superslims launch. 
There will be others. 

Marketing driven new brands will probably be in 
the discount category. An example is Bucks, which is 
currently in test market. We are also exploring a new 
brand entry to compete against Now and Carlton in the 
ultra low tar category and a test market for the brand is 
tentatively scheduled for 1991. 

There are a number of technological developments 
which can either modify existing brands or create new 
brand franchises. These projects involve cigarettes 
which address some of the issues of the social 
acceptability. 
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As you heard yesterday, two scented cigarettes 
are being tested by R.J. Reynolds. Chelsea, a vanilla 
scented cigarette was placed into three test markets 
while Horizon, advertised as having a fresh aroma, 
was introduced this month. PM-USA has similar 
products in development with a test market tentatively 
set for later this year. 

Other product concepts under development 
include: low sidestream smoke, - low burn propensity, 
— no ashtray odor ~ and cigarettes with fewer 
additives. We are also working on alternative smoking 
systems. These products are in varying stages of 
technical and marketing development, but may reach 
a state of resolution during the plan period. I believe 
we have some very interesting ideas under 
development in our R&D laboratories. 

One key area of technological innovation is the de- 
nicotined cigarette. We have funded and constructed 
a plant for this unique technology. This proprietary 
process provides us with our largest current unique 
competitive product design advantage -- one which we 
must exploit during the plan period. 
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The first application of the technology was the test 
marketing of Next and Merit De-Nic. Our program has 
so far come up short, largely because the product has 
not satisfied consumers. However, we continue to 
systematically pursue the application of de- 
nicotinization. We have reformulated Next to achieve 
a more acceptable cigarette and will put it into a new 
test market in May, with new packaging and 
advertising. 

Beyond Next, the denicotine technology has other 
possible applications. We are exploring other free¬ 
standing brands at various tar and nicotine levels. We 
are also planning tests for a B&H line extension using 
de-nicotined tobacco as a blending component 

All of our technological developments - from 
scented to de-nicotined -- offer opportunities to either 
modify existing brands or launch new ones. The 
continuing support of the development effort is one of 
our most important priorities. 

Pause 
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Let’s now turn to sales and merchandising. 

Over the last three decades we have seen an 
evolution in the structure of the cigarette industry and 
the way in which cigarettes are marketed. In the 
1960’s, with one price point and only 40 packings, 
cigarettes were promoted almost exclusively through 
image-based advertising on television and radio. In 
1970, cigarette advertising switched to print and 
outdoor as a result of the broadcast ban. In the 
1980's a new challenge presented itself -- how to 
maintain smoker awareness and loyalty in an 
environment under pressure from: 


• brand proliferation — with 198 packings 

• more than one price point with the emergence 
of the discount category - and 

• the continuing lowering of the socioeconomic 
demographics of the average smoker. 
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To meet that challenge, we recognized that image 
marketing alone was no longer sufficient to promote 
our brands. Therefore, in the 1980's, we initiated 
substantial support behind sales and merchandising 
programs, implemented a sales force expansion, 
introduced a new generation of carton and package 
display units, and offered a new range of innovative 
consumer promotions. All this meant a new approach 
to activities at retail. 

As we enter the 1990's, the issues of product 
availability, display and retail promotion will be the 
primary industry battleground. There are 412 
packings currently being marketed by the industry. 
The acceleration of the focus on retail is caused by 
continuing brand proliferation, the existence of 
multiple price tiers, and the increasing relative 
inefficiency of print advertising as smoker profiles 
become more blue collar. 
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In 1988, we undertook a national expansion which 
added 1107 people to the sales force and created 
new positions to better serve our retail objectives. 
With 4,000 strong, including all managers, we now 
have the best and largest sales force in the industry. 

In addition, we took steps to recognize the selling 
capabilities of the sales force's key operating unit -- 
the Section Sales office, of which we now have 30 
around the country. 
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We view the sales force as a strategic weapon and 
as one of our most important tools to increase our 
business. And, in order to succeed, they will have 
available national and regional programs aimed at 
inventory, distribution, visibility and promotion. 

As you heard yesterday, there is a decided shift in 
the cigarette sales mix towards packs, in both 
convenience stores and in supermarkets. In 1989, 
pack sales comprised 55 percent of total volume. 
This number is forecasted to reach at least 60 percent 
by the end of the plan period. Expanded package 
merchandising is thus essential to increase our 
business. We have programs designed to meet the 
specific needs of both the supermarket and 
convenience trade class. Our goal is to be the biggest 
and best package merchandiser during the plan 
period. 

Yesterday we reviewed the specific details of our 
package merchandising programs and their results to 
date. We will keep the pressure to achieve even 
better results. 
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During the next five years, and perhaps sooner 
rather than later, we will address the issues regarding 
carton merchandising. Historically, Reynolds has 
been the controlling force in carton merchandising. 
By supplying the vast majority of fixtures, Reynolds 
has derived major advantages in: 

• Superior visibility of cartons 

• Inventory above share of market, and 

• In-store advertising opportunity 

Coupled with its preferred supplier relationship, 
these advantages, I estimate, gave RJR an extra 2-3 
share points of industry volume on an on-going basis. 

While we have significantly increased our 
inventory levels on carton racks during the last five 
years. We are now evaluating the best way to 
assume RJR's paramount position in carton racks. In 
a sense, we are analyzing the cost/benefit ratios of 
becoming a landlord instead of a tenant. 
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To summarize, a major retail effort in the 1990's is 
essential to maximize the return on the investment in 
growing our sales force, using the sales force as a 
competitive advantage, supplying space for our 
growing discount category, accommodating our 
package and carton marketing programs, and provide 
an insurance policy against a more restrictive or less 
efficient environment in terms of available 
communication vehicles. Overall, a substantial and 
increasing part of our marketing monies will be put to 
work in this direction. 


Pause 
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Let me now turn to operations. 

The Company's plants now produce over 1,000 
product variations. Domestic new brand introductions, 
coupled with export market expansion, fueled this 
growth. Continued projected growth in the export 
markets poses a major challenge for us. Late last 
year, when we first drafted our plan, export 
requirements were given as per the yellow line you 
see. Combined domestic and export needs totalled 
329 billion units by 1994, higher than our present 
capacity. However, realistically, and allowing for likely 
developments in Turkey and the Far East, our 
production needs will now be at the 350 - 360 billion 
units range. As a point of reference, in 1989 we 
produced 303.6 billion units. In addition, we face a 
machinery mix problem, given the increasing demand 
for box products. 
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Our plan Is to service the needs without 
undertaking major investments in bricks and mortar. 
Instead, we will focus on a series of bottlenecks in 
production. In particular, our primary requirements 
are beyond capacity, as are the expanded tobacco 
making facilities. We will invest mainly in additional 
tobacco processing capacity to assure the supply of 
raw materials to our cigarette makers and packers. 

Both from lead time and complexity point of view, 
primary and expanded tobacco plants require early 
planning and execution. Making and packing 
capacity, including mix requirements, is easier and 
quicker to deal with. We also clearly have to purchase 
a good number of box packers to meet requirements. 
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Faster cigarette makers and packers have allowed 
us to reduce manning requirements and increase 
productivity. This was the basis of the current 
modernization program for Bays 1 and 2 at the 
Richmond Manufacturing Center. We plan to continue 
and modernize our plants. This will bring about 
reduced manufacturing personnel requirements of 
854 people and will lower the costs of goods 
manufactured by 278.5 million dollars over the plan 
period, in addition, we plan savings to decrease fixed 
costs by another 175.4 million dollars. Together, we 
project productivity savings of 453.9 million dollars in 
constant dollars during the next five years. 

Without going into details, let me also mention that 
our plans cover areas such as product quality 
improvements and R&D developments, some of which 
I mentioned earlier. 
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Our total provision for capital expenditures during 
the plan period is 1.8 billion dollars or approximately 
351 million dollars per annum. Beyond the normal 
annual requirements for repair and replacement in our 
huge asset base, we have specific plans for 
modernization, primary and E.T. capacity, box 
requirements, etc. Other sums have been put aside, 
on a provisional basis, for requirements that are likely 
to emerge from the marketing of more technologically- 
based products. 


PAUSE 

Let me now touch on the subject of Corporate 
Affairs. Clearly, in the next five years, the cigarette 
industry will continue to face legislation to increase 
excise taxes, ban advertising, restrict marketing 
practices and implement smoking bans, both public 
and private, as well as a hostile media environment. 
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We have devoted considerable resources over the 
last decade to building a corporate affairs organization 
to mitigate the legislative and social attacks of the anti¬ 
tobacco forces. We have become extremely active in 
protecting the rights of smokers to enjoy our products 
as well as our right to manufacture and market them. 
Our Corporate Affairs department has grown in size as 
well as importance. Beginning with a staff of about 15 
in 1980, Corporate Affairs has a current force of 67 
employees, including an expanded governmental 
affairs staff in 12 regional offices. 
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We obviously work in close liaison with the Philip 
Morris Companies Washington office which, along 
with the Tobacco Institute, spearheads the protection 
and advancement of our political interests at the 
Federal level. 

Our plan is to continue doing battle with all anti¬ 
tobacco legislative initiatives and win a majority of 
these battles. Where necessary, we will stress 
accommodation and compromise with legislators and 
adopt a flexible, pragmatic approach to ensure that the 
long term viability of the tobacco industry is not 
undermined. Bill Murray will talk to you tomorrow in 
more detail about the careful balance between 
resisting initiatives and making judicious concessions. 
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Realistically, we will not be able to stop the trend of 
anti-smoking legislation and excise tax increases, but 
we are seeking to slow down the negative 
developments for the tobacco industry. Earlier, I 
spoke to you about the pragmatism of our people. 
Nowhere is it more important than here. The 
restoration of credibility and balance in the Media is 
difficult ~ but necessary to help keep 22,000 
employees highly motivated. PM-USA employees 
must see that we are serious about defending our 
interests. 

We think that we can meet these sociopolitical 
challenges and minimize their impact on the industry 
in general, and PM-USA in particular. This is essential 
if we are to see continued volume and profit growth. 

Pause 
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DOWNSIDE SCENARIOS 


In addition to our basic plan, we have also looked 
at a number of downside scenarios, to try and judge 
the impact of some negative developments on 
projected performance. I would like to share a 
selection from these scenarios with you, concentrating 
on three key variables: 

• Discount category growing even faster 

• Industry declining even more, and 

• The imposition of a federal excise 

tax in excess of our base assumptions. 

Let me now address the outcome from these 
models. 


DISCUSSION OF SCENARIOS 


43 



Source: https://www.industrydocuments.ucsf.edu/docs/xxln0004 


2071966255 


2071966255 



In summary, PM-USA will deliver a secure cash 
flow to the Corporation over the next five years. 
Depending on various developments, cash flow will be 
between 13.5 and 15.9 billion dollars. 

Operating income is also reasonably sound, with a 
minimum of 5.6 billion dollars projected at the end of 
1994. 

External factors may not allow PM-USA to meet its 
planned volume targets. However, l am confident that 
our market share target of 50.9 percent in 1994 will be 
met. 

Clearly, we are in a very large and profitable 
business. Our strengths relative to those of our 
competitors, as you saw yesterday, far outweigh our 
weaknesses. We are the industry leader and we have 
the resources and determination to achieve our plans. 

Thank you. 
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